-1 4
HARBOURVEST

i
AT

O R

LWL EITIN

BT

gy,

BRE

|

-

b cge
A

\B

> =i

Private Credit Market Update
June 28, 2022

This material is solely for informational purposes and should not be viewed as a current or past recommendation or an offer to sell or the
solicitation to buy securities or adopt any investment strategy. The opinions expressed herein represent the current, good faith views of
the author(s) at the time of publication, are not definitive investment advice, and should not be relied upon as such. There is no assurance
that any events or projections will occur, and outcomes may be significantly different than the opinions shown here. The information in this
presentation, including any projections concerning financial market performance, is based on current market conditions, which will
fluctuate and may be superseded by subsequent market events or for other reasons. The information and statistical data contained herein
have been obtained from sources which we believe are reliable but in no way are warranted by us to accuracy or completeness.
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Private credit: key takeaways HARBOURVEST

> Private credit market overview
* Global private credit fundraising trends
* Private credit growth relative to other financing markets

> Impact of inflation on the credit market
* Impact of inflation and rising rates on deal activity
* Performance of the asset class during inflationary/rising interest rate environments
* Enhanced focus on three key industries during inflationary periods
* Historical loss ratio for credit during turbulent periods

> Key considerations for investors and managers in private credit
* Returning to basics
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Private Credit Market Overview
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Private markets have experienced double digit growth .y
over the last 5 years HARBOURVEST

The private credit market is estimated to be $1.2-$1.6 trillion in size and continues to grow

CAGR since 2017
. Private Equity: 17%
AUM of Private Markets ($B) Real Estate: 10%
Infrastructure: 16%
Private Debt: 14%
Natural Resources: 2%
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mPRIVATE EQUITY = REAL ESTATE ® INFRASTRUCTURE = PRIVATE DEBT mNATURAL RESOURCES

Source: Pregin
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. . . . Hg
Global private credit fundraising set a record in 2021 HARBOURVEST

The average fund size in both the US and Europe crossed $1B for the first time

Private Credit Fundraising
North America and Europe ($B)
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Source: Pregin. Private Credit includes all Direct Lending and Mezzanine Funds. As of December 31, 2021
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Dry powder of private equity funds remains 4x that of
private credit paving the way for future demand

HARBOURVEST

Private credit growth has been driven by share-gains from banks and increased private equity
activity. Despite the rapid growth, current dry-powder suggests a significant funding gap remains.

Non-Bank lenders continue to provide the majority of
financing supply for middle market lending globally
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Increased demand for Private Equity financing to
support buyouts
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As of December 2021

$929

Private Equity Dry Powder

Source: S&P LCD Quarterly Q4 2021, PitchBook, as of December 31, 2021. Funding gap assumes a 50/50 split between debt and equity financing.

Private equity dry-
powder is more
than 4x that of
private credit,
despite typical

debt/equity capital

structures of 50%+
for PE deals
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Private Credit Dry Powder
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Private Credit has grown 3x as fast as the other financing .y
sources for private equity managers HARBOURVEST

Direct lending has grown faster than comparable credit asset classes, validating its acceptance
by the market as a preferred form of credit financing

Annual Credit Issuance
$1,400

$1,200 CAGR

Direct Lending: 21%
High Yield: 6%

Leveraged Loans: 7%
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$1,000

Volume ($B)

m| everaged Loans mHigh Yield Bond mDirect Lending

Source: S&P LCD, Refinitiv. As of December 31, 2021.
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Speed, scale and flexibility are the key drives of the .y
growth for direct lenders HARBOURVEST

Direct lenders continue to take market share from the syndicated loan market; expanding the
opportunity set for private credit providers

Benefits for Investors Benefits for Issuers / PE Owners

> Less volatile than public markets > Certainty and speed of execution
> Resilience across market cycles > Privacy and less public disclosure
> Better outcomes in a workout; higher recovery rates > Expanding hold sizes ($3B+)

> |lliquidity premium > Fewer counterparties

Annual MM Sponsored Loan Volume ($B)
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Large $1B financings + are creating an even larger .y
market for direct lenders HARBOURVEST

The number of $1B+ unitranche loans increased substantially in 2021

« 20 %$1B+ unitranche loans issued it 2021 vs 4 in 2020
« Two $3B+ unitranche loans issues in the second half of 2021

- “Megatranche” loans accounted for nearly $40B of total 2021 unitranche volume

Five Recent Large Unitranche Investments

issuer Lenders

The Ardonagh Group $2.4B HPS, CDPQ, KKR

Calypso Technology $2.3B Owl Rock

Galway Insurance $3.4B Antares, Ares, Golub, KKR, HPS
Inovalon Holdings $2.8B Blackstone

Stamps.com $6.6B Ares, Blackstone, PSP, Thoma Bravo

Source: Direct Lending Deals Weekly as of January 7, 2022, KKR “Regime Change Enhancing the Traditional Portfolio”
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Impact of inflation on the private credit market

OPPORTUNITY CONFIDENTIAL



Inflation and market volatility have impacted the total .y
deal volume in the market HARBOURVEST

Total sponsored issuance (syndicated and direct) dropped 58% from 4Q21 but was on par with
1Q21. Syndicated volume dropped 29% from 1Q21, while direct lending increased 15%.

Quarterly MM Sponsored Loan Volume ($B) Annual MM Sponsored Loan Volume ($B)
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Source: Refinitiv 4Q21 Sponsored MM Private/Club Analysis
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Private credit benefits from floating rate instruments while
loan to values are still at all-time lows

HARBOURVEST

Private credit yields have remained consistent given floating rate nature while loan to value’s
have decreased given rising asset prices in the private markets
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Source: Refinitiv LPC 1Q22 Private Deals Analysis.
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Private credit returns during inflationary periods has .y
outperformed that of US bonds HARBOURVEST

US Bonds yielded negative real returns in inflationary environments, while private credit has
shown higher resiliency (on a shorter time frame)

Real and Nominal Return of Select Asset Classes in Both High and
Low Inflation Environments %
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Low Inflation High Inflation Low Inflation High Inflation
US Bonds 1928- Private Credit 1987-

mReal Return mInflation ®Nominal Return

Source: KKR “Regime Change Enhancing the Traditional Portfolio”.

Using annual total returns from 1928 to 2021 for US Bonds and from 1987 to 2021 for Private Credit. Real returns calculated as [(1+nominal return)/(1+Y/y Inflation) -1]. Inflation component of the asset class return
calculated as the difference between nominal and real return over the given time period. Private Credit modeled using the Burgiss Private Credit All Index. Bonds modeled using a mix of 50% US T.Bond and 50% Baa Corp
Bond annual returns, computed historically by Professor Damodaran (NYU Stern).
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The correlation of private credit has a negative correlation .y
to US Bond index HARBOURVEST

Asset classes with lower dependence on growth and superior inflation properties could
act as “risk off” beneficiaries. Private credit has fixed income qualities but the least
correlation to US Bonds.

o 2 | 2 2
= — = B B
Zg | E®|&_|.58| =2
From 06/30/76 to a2 | h® | T |E25| 25
12/31/21 = w = s |ca@| 42
US Public Equities 015
US Bond Aggregate

Real Estate (NP1)

Infrastructure (Burgiss)
Private Debt (Burgiss)

Sources: KKR “Regime Change Enhancing the Traditional Portfolio”.

Portfolio returns and volatility modeled using annual total returns from 1928 to 2021 for the S&P500, from 1978 to 2021 for Real Estate, from 2004 to 2021 for Infrastructure, from 1928 to 2021 for Bonds, and from 1987 to
2021 for Private Credit. Assumes continuous rebalancing of the portfolios. US equities modeled using the S&P500 Index. Bonds modeled using a mix of 50% US T.Bond and 50% Baa Corp Bond annual returns,
computed historically by Professor Damodaran (NYU Stern). Real Estate modeled using the NCREIF Property Levered Index. Private Infrastructure modeled using the Burgiss Infrastructure Index. Private Credit
modeled using the Burgiss Private Credit All Index.
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Resilience of private debt through crises relative to other .y
fixed income asset classes HARBOURVEST

Direct lending has exhibited low volatility in both the GFC and COVID environments

GFC Performance COVID Performance
120 120
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Source: Cliffwater as of Q4 2020.
Syndicated loans data is based on the Credit Suisse Leveraged Loan Index; High yield bonds data is based on Credit Suisse High Yield Index; Direct Lending data is based on Cliffwater Direct Lending Index
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Industry selection is a key pillar to risk mitigation

HARBOURVEST

> Private credit is heavily weighted towards healthcare and
technology and services which are defensive, non-cyclical
industries with attractive attributes (market stability, revenue

visibility, and cash flow)

2021 Middle Market Loan Volume by Industry ($B)
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Source: Refinitiv's Q421 Private Deals Analysis & JP Morgan Leveraged Loan Monitor
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> Little to no exposure to the industries that have had the highest
historical default rates in the leveraged loan market

> Minimize exposure to deep cyclicals, energy, commaodities, retail,
restaurants, utilities, etc.

JPM Leveraged Loan Monitor
Avg default rate by Industry Last 10 years
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Middle-market loans offer downside protection and .y
recovery rates compared to other asset classes HARBOURVEST

Sponsored deals exhibited much lower default rates than unsponsored during the GFC

Average Lagging Twelve-Month Default Rates Historical Average Recovery Rates
by Principal Amount by Asset Class
(Q4 1998 — Q1 2022)*
4.0% 100%
90% 0
3.5% 3.3% ’ 85% 81%
0
80% 78%
3.0% 2.9%
70%
2.5% 60% 57%
2.0% 50%
0,
1.5% 40% 33%
30%
1.0%
20%
0.5% 10%
0.0% 0%
Not Sponsored Sponsored Middle Market Large Cap Senior Senior Senior
Loans Loans Secured Unsecured Subordinated
(<$100M) (>$200M) Bonds Bonds Bonds

* Source: S&P LCD (Q1 2022). Based on loans in the S&P/LSTA Leveraged Loan Index. Peak during GFC data represents maximum default rates during 2008-2010 time period.
** Source: Pension Consulting Alliance (March 2018). Based on S&P Credit Pro data. Past performance is not a reliable indicator of future results.
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How GPs and LPs are approaching the market
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. . . : H4
Key considerations in today’s market HARBOURVEST

It is critical for Private Credit manager’s to be focused on:
1. Theindustries they are investing in

2. Thesponsors they are completing transactions with
3. Thecompanies they are underwriting

4. Therelative value of each investment opportunity

Industry Selection Sponsor Profile

Emphasize non-cyclicals in
business services and consumer
segments

Experience through multiple cycles in
particular industry or business model

L . Strong track record
Minimize deep cyclicals, energy,

commodities, retail, restaurants, Resilient Top Tier ; o -
otc. Industries Sponsors Sponsor’s follow-on investment capacity

Credit Underwriting Assess Relative Value

Focus on ability to service future debt Focus on Ability to price the most attractive risk
payments modeling the

impact of Strong Business adjusted returns at various parts of the
: : Fundamentals capital stack
inflation and

Model interest coverage and FCCR in rising rates

rising rate environment

Source: HarbourVest.
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. iy . . Hg
Case studies: underwriting focus in uncertain markets HARBOURVEST

Company Description Software Provider Company Description Distributor of safety products
Securities Second Lien Securities First Lien / Second Lien
4.25% [ 8.25%
0,

Coupon /OID 7.25% / 98.5 Coupon /OID 99% / 98%
< TEV: 17.6x EBITDA < TEV: 10.0x EBITDA
3 20.0x 0 10.0x
= =
m 15.0x First Lien, 5.8x ﬁ First Lien, 4.8x
S Second Lien, 2.1x S
8 10.0x 3 5.0x Second Lien, 1.3x
S - =
%— 5.0x Equity, 9.7x % Equity, 3.9x
S 0.0x = 0.0x

Capital Structure Capital Structure

Underwriting Considerations Underwriting Considerations

> Recurring revenue > Brand equity
> Diversified customer base > Low cost, high cost of failure products
> Positive industry tailwinds > Stable demand drivers
> Attractive relative value > Strong free cash flow generation
> Calibrated asset with strong GP ownership
> Competitive differentiation > Commodity risk
> M&A execution & integration > Cyclicality
> Concentrated distributor base
> M&A execution & integration

Provided for illustrative purposes only. Represents two case studies in Q1 2022 with similar financing structures (1L/2L), and alongside top-tier sponsors
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Outlook for private credit in 2022

HARBOURVEST

As of January 1, 2022

PRIVATE CREDIT HAS STRONG DRIVERS OF DEMAND
> Steady growth of private markets

> Significant amount of PE dry powder (4x that of Private Credit)

> Direct Lending is gaining share based on scale, flexibility and execution

INFLATION IS IMPACTING PRIVATE CREDIT
> Deal activity has been reduced
> Floating rate instruments in private credit are enhancing absolute and real return

> Private credit has outperformed many asset classes during high inflationary periods

PRIVATE CREDIT REMAINS ATTRACTIVE
> Performance of the private credit has been resilient during past cycles
> Investable universe and market opportunity increasing in key industries

> The middle market provides key downside protection

THE CURRENT MARKET CONDITIONS CAN BE NAVIGATED
> Selectivity to construct portfolios of high-quality borrowers hedges against inflationary pressure

> Key credit underwriting and sourcing capabilities will be tested

OPPORTUNITY
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ADDITIONAL IMPORTANT INFORMATION
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iy : : : H 4
Additional important information HARBOURVEST

In considering any performance data contained herein, you should bear in mind that past performance is not a reliable indicator of future results.
Certain information contained herein constitutes forward-looking statements, which can be identified by the use of terms such as “may”, “will”,
“should”, “expect”, “anticipate”, “project”, “estimate”, “intend”, “continue”, or “believe” (or the negatives thereof) or other variations thereof. Due to
various risks and uncertainties, including those discussed above, actual events or results or actual performance of the Fund may differ materially from
those reflected or contemplated in such forward-looking statements. As a result, investors should not rely on such forward-looking statements in
making their investment decisions.

None of the information contained herein has been filed with the Securities and Exchange Commission, any securities administrator under any state securities
laws, or any other governmental or self-regulatory authority. No governmental authority has passed on the merits of the offering of interests in the Fund or the
adequacy of the information contained herein. Any representation to the contrary is unlawful.

This material has been distributed for informational purposes only and should not be considered as investment advice or a recommendation of any particular
security, strategy or investment product. There is no guarantee that this strategy will work under all market conditions or is suitable for all investors. Each investor
should evaluate their ability to invest long-term, especially during periods of downturn in the market. No representation is being made that any account, product, or
strategy will or is likely to achieve profits, losses, or results similar to those shown.
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